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Argentina's five-year-long privatization program, the most ambitious in Latin America, moved
closer to completion with a series of privatizations carried out over the past year. Officials from
President Carlos Menem's administration now confidently state that the program will culminate in
1995 with the sale of all remaining state assets. In early 1993, Juan Carlos Sanchez, deputy secretary
in charge of privatizations, announced that the program which was begun in October 1989 with the
highly-publicized sale of the state telephone company ENTEL to a Spanish consortium was "90%
complete." Since then, a spate of new privatizations, including remaining holdings of the staterun oil company Yacimientos Petroliferos Fiscales (YPF), state-held real estate, thermoelectric and
hydroelectric plants, financial services, and such infrastructure as air and sea ports, have brought
the process to a virtual conclusion. Earlier this year the government released a major report on the
results of the program over the five years from mid- 1989 to June 1994.
According to the report, the Argentine government has generated more than US$20 billion dollars in
earnings through the privatization of some 100 productive enterprises held by the state and the sale
of 967 titles to state real estate holdings. Of this, the sale of assets and concessions brought US$10.36
billion in direct cash into the treasury, while another US$10.2 billion worth of assets and concessions
was transferred from public to private corporate debt (foreign and national) through debt-equity
swaps. Argentine investors accounted for a full 40% of purchasers of privatized businesses and
properties. Among foreign investors, US firms accounted for 16.23% of the total, followed by
Spanish firms, with 12.47%. Chilean and Italian investors accounted for another 7.66% and 7.43%,
respectively, while French, Canadian, and British firms acquired a combined total of 11.37% of
privatized assets. The remainder was divided among investors from several dozen European, Latin
American, and Asian countries.
The success of Argentina's privatization program, part of a broader neoliberal stabilization and
structural adjustment program in place since 1989, has earned the Menem administration broad
praise among international investors and representatives of multilateral lending institutions. The
sweeping privatization of the once-powerful state sector is seen as having played a pivotal role
in the economy's recovery and current boisterous performance. The program, however, has also
generated controversy and conflict. Privatizations have often involved mass layoffs and a contraction
in wages and benefits for workers as new private management seeks to streamline operations and
increase profits. In fact, labor disputes escalated throughout 1994 in protest over the privatization
process and other aspects of the government's neoliberal policies.

Privatizations in 1993 and 1994
The sale of the state oil company YPF in June of 1993 marked the peak of Argentina's privatization
program, since that operation represented the biggest sale to date of any state company in
Argentina, earning about US$2.7 billion for the government. In addition, the YPF which was sold
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simultaneously on the Buenos Aires, New York, London, and Tokyo stock exchanges marked the
first time the government had offered a public utility for sale on foreign capital markets. Moreover,
the sheer magnitude of the operation made it the largest sale of a single public enterprise to date
in the world. (For information on the YPF sale, and for a summary of privatizations carried out in
Argentina from 1990 until mid-1993. Nevertheless, although the YPF sale is recognized as the climax
of Argentina's privatization program, since last year the government has continued to sell off a wide
array of small state holdings and companies.
Following is a partial list of the privatizations carried out between mid-1993 and October 1994:
* Sale of nine vessels out of a total of 26 that comprise the merchant fleet run by the state shipping
firm Lineas Maritimas.
* Awarding of a 20-year concession to the "Metrovias" consortium which comprises Belgian, US,
and Argentine firms for the management of urban and suburban commuter rail lines in the greater
Buenos Aires area, and of the Buenos Aires subway system.
* Sale on the Buenos Aires stock market of the remaining 30% of shares that the government had
held in the Segba thermoelectric plant, the country's largest.
* Sale of 59%% of state shares in the Piedra del Aguila hydroelectric plant to a consortium of
Chilean, Canadian, and US firms.
* Sale of all but 15% of government stock in the semi- privatized national airline Aerolineas
Argentina S.A. (ARSA) to an international consortium led by the Spanish firm Iberia. Minority
partners in the consortium include the US airline United Airlines and the German airline Lufthansa.
In early 1990, Iberia had already purchased 30% of the company's stock and was awarded
management of the airline. With the purchase of an additional 55% of the shares, the Iberia-led
consortium now controls 85% of the company stock.
* Sale to an Australian industrial group, Burns Philp Co., of the state distillery Destilerias del Norte
S.A.
* Awarding of a concession to the Argentine consortium Murchison-Roman to manage the two
principal terminals in the port of Buenos Aires.
Meanwhile, Economy Minister Domingo Cavallo, considered the principal architect of the
privatization process and the Menem administration's neoliberal structural adjustment program,
announced in a late-September press conference that several nuclear power plants, a petrochemical
facility, the national mail service (already partially privatized), and the country's airports and
additional ports are all that remain to be privatized. He said that the privatization of these remaining
facilities would be completed in 1995. Argentina and the Latin American privatization process From
the 1930s into the 1970s, almost all Latin American countries pursued a model of development
known as import- substitution industrialization, or ISI. This model involved broad state intervention
in the economy, including direct state investment and the acquisition of holdings in raw material
and industrial production, services, and infrastructure. By the late 1970s and early 1980s, the Latin
American economies were reeling under the debt crisis and macroeconomic disequilibrium such
as chronic trade and fiscal deficits and hyperinflation, attributed, in part, to market distortions
associated with bloated and inefficient state sectors.
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A cornerstone of the neoliberal model which has replaced the ISI is the privatization of former
state sectors as part of liberalization and the application of free market criteria to all economic
activity. While privatization is now sweeping every country in Latin America and the Caribbean,
the process is most advanced in Argentina a country which was once considered a pioneer in the
ISI model. Argentina stands out not only as the first Latin American nation to virtually complete its
privatization process, but as the one country to have set the goal of total privatization of the former
state sector. Economy Minister Domingo Cavallo has promised that not a single business activity
would be left in state hands by 1995. Total privatization is distinct from the general pattern in Latin
America, in which states have retained either monopoly control or majority ownership of sectors
considered strategic to the economy.
Mexico, for instance, has privatized the banking system, most state-run industries, and many
services, but to date has insisted that the oil industry- -the country's principal source of foreign
exchange remain a state monopoly. And Chile has also remained firm in maintaining majority state
holdings in its copper mines, which represent that country's single most important source of foreign
exchange. The privatization program in Argentina has indeed been sweeping. It has included
utilities (water, telephone, gas, and electricity), infrastructure (airlines and airports, railroads,
highways), primary production (oil and gas), secondary production (iron and steel, petrochemicals),
and a host of activities in the tertiary sector (savings and insurance funds, banking facilities, media
outlets). However, the pattern of privatization in Argentina has been along the lines of the Mexican
model, involving a high level of participation by local (Argentine) capital, in sharp contrast to
models followed in Chile, Peru, and most other Latin American countries, which have had near-total
foreign acquisition of privatized national holdings.
In addition, the Argentine process has been characterized by an unusually high rate of joint
acquisitions by North American, European, and Latin American investors under consortia
arrangements. Apart from the Argentine firms, other firms participating in the privatization
program have come from Brazil, Chile, Mexico, Panama, Uruguay, Ecuador, the US, Canada,
the Netherlands, Belgium, Switzerland, Holland, Spain, Italy, France, Great Britain, Germany,
Japan, South Korea, Australia, and even Saudi Arabia and India. For instance, the Somisa firm
(Sociedad Mixta Siderurgica Argentina), which held a state monopoly on iron and steel production,
was sold to a consortium of Argentine, Brazilian and Chilean companies. Similarly, A 20-year
operating concession to manage the General Roca railway cargo service was awarded to a
consortium of Argentine, French, and Canadian investors, and another concession was awarded to
a French, Spanish, and Argentine consortium to run the state power company in the Buenos Aires
metropolitan area.
Another feature of the Argentine program that stands out is its demonstrated flexibility.
Privatizations involve four distinct mechanisms for the transfer of public assets, much along the
lines of the Eastern European model. First, the government has privatized state assets by direct
sale for cash or through debt-equity transfers to the highest bidder. Second, the government
has created stock holdings for its assets and placed these holdings on the Buenos Aires and
international stock exchanges. Third, it has granted concessions to private firms to manage services
and infrastructure formerly run by the state and that remain under public ownership. Fourth and
finally, the government has provided a facility, the Property Participation Program (Programa de
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Propiedad Participada, PPP), for individual workers and trade unions to acquire privatized assets.
For instance, in July 1993, the powerful Federation of Electrical and Power Plant Workers (Federation
de Trabajadores de Luz y Fuerza) acquired a controlling 51% of shares in four thermal plants in the
south of the country, while the remaining 49% was purchased by the German firm Steag Ag.
As of late 1993, according to one government report, a total of 64,659 workers in 28 enterprises had
acquired shares in privatized enterprises. Nicaragua is the only other country in Latin America
in which worker acquisition of stock in former state enterprises has been a significant aspect
of the privatization process. Supporters of the privatization process argue that the high level of
participation by Argentine capital and by workers in this unique privatization model will assure that
the country benefits from capital accumulation in the newly privatized sectors and, as well, from
technology transfer caused by heavy Argentine participation in consortia involving foreign firms
from developed countries.

Privatization stirs controversy and labor protests
As in much of Latin America, however, the privatization process has been accompanied by
controversy, heated labor disputes, and sometimes violent public protest. Some privatized
companies, most notably the former state airline ARSA, have been accused of being even more
inefficient than before they were sold. In a recent report on Argentine privatization, the New York
Times noted that electrical, telephone, mail, and sanitation services in Buenos Aires remain abysmal,
despite the privatization of much of these services. By far, however, the principal conflict around
privatization has been between the government and private firms, on the one hand, and labor
groups and popular organizations, on the other. The latter has protested the loss of jobs, declining
wages and benefits for workers, and the sacrifice of public services to increase profits in the newly
privatized sectors. For instance, following the privatization of railroads and mail services, some
50,000 workers were laid off in late 1993 and 1994 as a result of subsequent decentralization and
reorganization undertaken by new private-sector managers, according to a report by the office of the
Secretary of the Treasury (Secretaria de Hacienda).
Similarly, workers from ARSA were forced to take a pay cut earlier this year because of the
company's alleged liquidity problems. And, neighborhood residents from shantytowns in the north
of Buenos Aires led violent street protests last year following the decision by the consortium that
acquired electrical distribution concessions to cut off electricity to thousands of households that had
illegally set up lines connecting them to the distribution network. Protests by unions and popular
organizations against the government's neoliberal policies have escalated since late 1993, reaching
a crescendo in the early August 24-hour general strike that shook the country, The most important
demand put forward by the striking workers was for government unemployment assistance. The
sharp increase in unemployment has been attributed to the government's structural adjustment
program, including privatization of state enterprises and efforts by the newly privatized sector to
modernize their businesses by streamlining the work force and replacing workers with high-tech
machinery.

-- End --
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